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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION RECEIVED
& % & % MAR 2 3 2004
PUBLIC SERVICE
In the Matter of: COMMISSION
AN ADJUSTMENT OF THE GAS )
AND ELECTRIC RATES, TERMS } CASE NO. 2003-00433
AND CONDITIONS OF LOUISVILLE )
GAS AND ELECTRIC COMPANY )

Q1:

Al:

Q2:

Q3:

TESTIMONY OF DAVID H. BROWN KINLOCH

PLEASE STATE YOUR NAME AND ADDRESS.
My name is David H. Brown Kinloch and my business address is Soft Energy

Associates, 414 S. Wenzel Street, Louisville, KY 40204,

FOR WHOM HAVE YOU PREPARED TESTIMONY?
1 have prepared this testimony for the Office of the Attorney General for the

Commonwealth of Kentucky.

PLEASE STATE YOUR EDUCATIONAL AND PROFESSIONAL
BACKGROUND.
I have received two master’s degrees from Rensselaer Polytechnic Institute (RPI)

in Troy, New York. I also received two undergraduate degrees from the same

» =
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Q4.

Ad:

school. My master’s degrees are a Master of Engineering in Mechanical
Engineering and a Master of Sciencé in Science, Technology and Values,
received in 1979 and 1981 respectively. My undergraduate degrees are in
Mechanical Engineering and Philosophy. Much of my master’s work included
preparing Electric Generation Planning studies for the Center for Technology
Assessment at Rensselaer. From this work I published two technical papers with
IEEE Power Generation Division, and was a contributing author on two others. 1
also did work on New York State’s first Energy Masterplan, one of the first

comprehensive long-term planning studies in the nation.

HAVE YOU PREVIOUSLY PRESENTED TESTIMONY BEFORE THIS
COMMISSION?

Yes, | testified in the following rate cases: Louisville Gas & Electric Co. Case No.
2000-00080, Case No. 90-158, Case No. 10064, and Case No. 9824; Kentucky
Power Co. Case No. 91-066; Union Light Heat and Power Co. Case No. 92-346
and Case No. 91-370; Big Rivers Electric Corp. Case No. 9613 and Case No. 97-
204; Delta Natural Gas Co. Case No. 97-066; Western Kentucky Gas Co. 95-010;
East Kentucky Power Cooperative Case No. 94-336; Clark RECC Case No. 92-
219; Jackson Purchase ECC Case No. 97-224; Meade County RECC Case No.
97-209; GreenRiver EC Case No. 97-219, Henderson Union ECC Case No. 97-
220, Kenergy Corp. Case No. 2003-00165 and Licking Valley RECC Case No.
98-321. I also presented testimony in cases involving each of East Kentucky

Power’s Cooperatives in the pass-through of rate reductions associated with Case

u £ ]
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Q5:

No. 94-336. 1 also testified in the Commission’s reviews of LG&E’s Trimble
County power plant, Case No. 9934 and Case No. 9242, and the rate impact of the
25% disallowance of that project, Case No. 10320. In addition, I presented
testimony in the Certificate of Convenience and Necessity cases for Kentucky
Utilities, Case No. 91-115, LG&E and KU, Case No. 2002-00029, and East
Kentucky Power, Case No. 92-112, Case No. 2000-056, Case No. 2000-079, Case
No. 2001-053 and Case No. 2003-030. I have also testified in Fuel Adjustment
Clause cases involving Louisville Gas and Electric, Case No. 96-524, and
Kentucky Utilities, Case No. 96-523; and in Environmental Surcharge cases
involving Kentucky Power, Case No. 96-489; Kentucky Utilities, Case No. 93-
465; and Louisville Gas and Electric, Case No. 94-332. Other cases in which I
presented testimony include the Kentucky Utilities’ Coal Litigation Refund case,
Case No. 93-113; the Big Rivers’ sale of peaking capacity to Hoosier Energy
case, Case No. 93-163; the Joint Application case with LG&E to establish
Demand Side Management programs, Case No. 93-150; and the Louisville Gas
and Electric and Kentucky Utilities merger case, Case No. 97-300, the LG&E
Energy and PowerGen merger case, Case No. 2000-095; a Union Light, Heat and
Power refund case, Case No. 2000-426: and the Union Light, Heat and Power

generation acquisition case, Case No. 2003-0052.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?
The Office of Attorney General asked me to review the application to adjust rates

filed by Louisville Gas and Electric Co. (LG&E) in this case. Specifically, I have

=
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reviewed the Cost of Service and Rate Design portion of the application. In my
testimony, 1 will point out problems with the LG&E application, correct these

problems, and propose revised rate designs based on these corrections.

GAS COST OF SERVICE

Qeé:

A6:

Q7:

IN SUPPORT OF LG&E’S APPLICATION TO ADJUST GAS RATES, IT
FILED A COST OF SERVICE STUDY BASED ON A TEST YEAR ENDING
SEPTEMBER 30, 2003. IS THIS STUDY SIMILAR TO THE COST OF
SERVICE STUDY THE COMPANY FILED IN ITS MOST RECENT GAS
RATE CASE IN 2000? |
Yes. The Cost of Service Study filed in this case is virtually identical to the study
it filed in Case No. 2000-00080, but with a few exceptions. This current study
corrected some of the minor problems pointed out in the study done four years
ago, such as more accurately atlocating Miscellaneous Service Revenues.
However, LG&E has made one major change to its ;:ost of service
methodology that has a significant impact on the results of the study. LG&E has
abandoned the traditional approach of allocating distribution mains as a group.
Instead, it has proposed to break the mains into sub-groups and then allocate the

sub-groups separately.

HOW DOES THIS PROPOSED CHANGE IN HOW DISTRIBUTION MAINS

ARE ALLOCATED AFFECT THE STUDY RESULTS?

» *
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AT:

Q8:

AS8:

Since there have been few changes on the LG&E gas system in the last four years,
(for example there has been no dramatic change in the number of customers
served), one would expect the current Cost of Service Study to produce similar
results as those of the previous study. As a result of the year 2000 rate case, the
Commission assigned rate increases primarily to sales customers (Rates RGS,
CGS, and IGS) and left the transportation customers’ rate mostly unchanged, even
though some of the transportation customers such as Special Contract customers
had relatively low rates of return. With these increases, one would expect these
transportation customers to have even lower relative rates of return.

The surprising result of the current study is that transportation customers
have very high rates of return when lower returns were to be expected. For
example, Special Contract customers went from a return of 1.34% in the previous
study to 21.27% in the present study even though these customers were assigned
none of the rate increase in the last case. In the past four years, the system has
changed little, and the customers have also changed very little.‘ Besides sales
customers receiving significant rate increases four years ago, the only major

change is the methodology LG&E used to allocate distribution mains.

HOW DO YOU KNOW THAT IT IS THIS METHODOLOGY CHANGE THAT
IS RESPONSIBLE FOR THE DRAMATIC CHANGE IN STUDY RESULTS?

The impactuof this single change can be checked by taking the LG&E Gas Cost of
Service Study filed in this case, Seelye Exhibit 2, and allocating the gas mains the

way LG&E did it in Case No. 2000-00080 and all previous cases. This change

n LY
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back to the previously used methodology is accomplished simply by using
allocator “DEMO05™ in place of “DEMOSa”, the new allocator Mr. Seelye created
to sub-divide the distribution mains. Changmg allocator “CUST01a” back to
“CUSTO1” to allocate the customer portion of mains returns this aspect to the
previously used methodology. By changing these allocators back to the allocators
used previously, distribution mains can be allocatéd in a single group as had
always been done previously.

In Exhibit DHBK-1, I have taken Seclye Exhibit 2 and changed these
distribution main allocators, to switch the study back to the allocation
methodology previously used. Exhibit DHBK-1 is the same study with the same
methodology used by LG&E in Case No. 2000-00080, updated with the costs
from the current test year ending September 30, 2003. No other changes have
been made other than to set the distribution main allocators back to the
methodology used previously. This is the study that the Company would have
filed had it simply updated its previous study with current costs. It should be
noted that no changes were made to the Functional Assignment portion of the
study in DHBK-1, and thus it is identical to, and displayed in, Seelye Exhibit-1 in
this case.

It should also be noted that while Exhibit DHBK-1 uses the rate increase
proposed by LG&E as its basis, this does not mean that I am endorsing any or all
of the revenue or expense adjustments proposed by LG&E. Exhibit DHBK-1
uses the LG&E proposed adjustments in order to give the Commission an apples-

to-apples comparison so differences in the proposed Cost of Service Studies can

o x*
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be explored. The Commission should then use the information from the Cost of
Service Study and apply it to whatelver overall rate increase or decrease is
ultimately accepted.

HAD LG&E USED THE SAME METHODOLOGY IT HAD USED
PREVIOUSLY, WOULD THE RESULTS HAVE BEEN MUCH DIFFERENT
FROM WHAT IT FILED IN THIS CASE?

Yes. This one change produced dramatically different results. Without changing
the methodology LG&E used previously, Exhibit DHBK-1 shows that the LG&E
Cost of Service Study produces a negative return for both the G-7 and Special
Contract customers. This means that at current rates these two classes of
customers fail to provide enough revenue to cover the cost of serving them, let

alone make any contribution to fixed costs. A comparison of the two study results

is listed below:
Return with Return with

. Previous Proposed New
Class Methodology Methodology
RGS 2.29% 1.75%
CGS 8.00% 6'85%.
IGS 7.13% 6.42%
G6 11.16% 18.26%
G7 -3.69% 3.13%
FT 8.12% 30.53%
Special Contract ~ -2.69% 21.27%
AAGS 1.54% 10.54%
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Q10:

AlQ:

TOTAL 3.56% 3.56%

The most dramatic difference is for the Special Contract class that would
bave had a negative return of —2.69%, but was increased to a positive return of
21.27% by the changed allocation methodology. These customers did not change
their use and did not increase the amount they pay to LG&E. The remarkable
change in return was instead achieved by simply changing the distribution main

allocation methodology; nothing else.

DO YOU BELIEVE THAT THE LG&E PROPOSED CHANGE IN
DISTRIBUTION MAIN ALLOCATION METHODOLOGY IS JUSTIFIED BY
ANY CHANGES ON THE LG&E SYSTEM?

No. There have been no significant changes on the LG&E gas system in the last
four years that would justify the change in methodology proposed by the
Company. Inthe many years I have been examining gas uti]itf Cost of Service
Studies, I have never before seen distribution mains chopped up into sub-groups
to allocate them differently. The only reason I can see for such a change is to
shift costs to sales customers and away from transportation customers in order to
bring up the returns of transportation customers. I see no changes in the LG&E
gas system or the customers that it serves that suggest such a change in

methodology is needed.

o E g
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DO YOU SEE ANY PROBLEMS WITH THE COMMISSION ACCEPTING
THE CHANGE IN METHODOLOGY PROPOSED BY LG&E?

Yes, there are many. This change would set a bad precedent. Any party might
subdivide the distribution mains into different sub-groups in attempts to achieve
desired results. Additional questions are raised by using sub-groups. Would
results have been different had LG&E run the zero-intercept analysis on the sub-
groups separately? When mains are divided into sub-groups, are there any
specific mains unused by certain customers that should be excluded from their
costs had pipes been divided into different sub-groups?

There is an even bigger question of fairness in this case with respect to
sales customers. In previous cases, sales customers were told that they needed to
take most of the rate increase to bring their rates of return up. Now that these
customers have shouldered most of the burden and the higher rates that they pay
have brought their returns up, the rules are changed. 1t is like moving the goal
posts to prevent a team from scoring. Costs have gone up for LG&E. While the
cost of serving all customers has gone up, LG&E wants to change the
methodology used to avoid passing along any of the increased cost of serving
transportation customers to those customers.

If the Commission allows LG&E to change methodologies, without any
underlying justification that supports the change, the Company will be
encouraged in future cases to change other methodologies to again avoid passing
any increased costs on to transportation customers. It is only fair for the

Commission 1o use the same measuring stick from one rate case to the next

DA
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Qi2:

Al2:

instead of allowing the measuring stick to be changed each time a utility wishes to

generate different results that it favors.

ARE YOU RECOMMENDING THAT THE COMMISSION BASE GAS RATE
ALLOCATION BETWEEN RATE CLASSES USING THE SAME COST OF
SERVICE METHODOLOGY THAT LG&E PROPOSED, AND THE
COMMISSION ACCEPTED, FOUR YEARS AGO IN CASE NO. 2000-00080?
Yes. I am recommending that the Commission accept the gas cost of service
results based on the distribution main allocation used and accepted by this
Commission in previous cases. These results can be found in Exhibit DHBK-1,
and should be the starting point for rate allocation.

In the Commission’s Order in Case No. 2000-00080, it stated that
transportation customers need not have a rate of return as high as sales classes, as
long as their rates covered expenses and some wntﬁbmion was being made to
fixed costs. But in this case, both the G-7 and Special Contracf customers are not
paying rates thigh enough to even cover their expenses, and other customers are
subsidizing them. I am recommending that rates be raised so these classes are at
least covering their costs.

Like LG&E’s recommendation for residential electric customers, and to
conform to the Commission’s principle of gradualism, I am recommending that
rates increases for any class should not exceed 1% more than the overall proposed
rate increase. In Exhibit DHBK.-2, I have compared my proposed rate increase by

class to those proposed by LG&E. Below is a summary of my rate proposal:

» *
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AG

Proposed Percent
Class Increase Increase
RGS $14,519,148 6.42%
CGS - $3,400,000 3.29%
IGS $385,030 3.22%
G6 $0 0%
G7 $120,720 6.42%
FT $0 0%
Special Contract  $555,500 32.95%
AAGS $120,720 4.00%
TOTAL $18,980,398 5.42%

For the three classes with low returns, RGS, G7 and Special Contracts, I
tried to limit their increases to 6.42% or 1% above the overall percent increase.
Unfortunately, at a 6.42% increase the Special Contract customers still are not
covering the costs to serve them. This class requires a 32.95% increase just to
cover the cost to serve them. Even with this proposed increase, this class is only
covering its costs and is making no contribution to fixed costs. The remaining

increase is then spread proportionally between the CGS and IGS customers. I am
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proposing no increase for FT or G6 customers, since their returns are already high

without increases.

GAS MONTHLY CUSTOMER CHARGE

Qi3

Al3:

Q14:

Al4:

IN THIS CASE, LG&E HAS PROPOSED TO RAISE THE MONTHLY
CUSTOMER CHARGE FOR THE RESIDENTIAL CLASS ONLY? DO YOU
AGREE WITH THIS PROPOSED INCREASE?

No. LG&E has proposed to raise the current monthly customer charge for RGS
customers from $7.00 per month to $10.80; an increase of over 54%. This comes
on the heels of an increase in this charge in the year 2000 of over 50%. There are
a number of problems with this proposal. Putting so much of the revenue to be
collected into the fixed customer charge discourages energy conservation, since
the variable penalty for wasting energy is reduced. Also, two iﬁcreases of over
50% each in a span of just 4 years clearly violates the Commission’s principle of

gradualism.

MR. SEELYE CONTENDS THAT THIS LARGE INCREASE IS JUSTIFIED
BY THE COST OF SERVICE STUDY. DO YOU AGREE?

No. Mr. Seelye and I differ fundamentalily concerning what costs should be
collected through the fixed monthly customer charge. Mr. Seelye proposes to

collect all costs he has labeled as customer related through the customer charge.

R
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The problem with this argument is that there are some costs that are given this
“customer” label that actually shoulﬂ be collected on a commodity basis for each
customer class. A good example is Account 904, Uncollectibles. The NARUC
Gas Distribution Rate Design Manual identifies this account as one that is much
more likely to vary with the amount of gas sold as opposed to varying with the
number of customers. It should be collected from customers as part of the

commodity charge, even though it is labeled as a customer account.

Q15: IN THE COMMISSION’S ORDER IN CASE NO. 2000-00080, THE
COMMISSION INDICATED IT BELIEVED COLLECTING SOME
CUSTOMER LABELED COSTS ON A COMMODITY BASIS WOULD
RESULT IN SHIFTING COSTS FROM ONE CLASS TO ANOTHER. IS THIS
AN IMPACT OF WHAT YOU ARE DISCUSSING?

Al5: Absolutely not. Collecting some costs labeled “customer” on a commodity basis
is something that takes place within a class, and has no impact bn the allocator
used to allocate a cost between classes. With our example of Account 904, the
allocation is made on a basis of actual uncollectibles. Whether this expense is
collected within a class in the customer charge or in the commodity charge has no

bearing on the amount of the expense allocated to other classes.

Q16: WHAT COSTS ARE PROPERLY COLLECTED WITH A MONTHLY

CUSTOMER CHARGE?

D
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In the NARUC Gas Distribution Rate Design Manual, on page 12, the manual

states:

“The basis for the customer charge is that there are certain

fixed costs that each customer should bear whether any gas

is used at all. Examples of such costs are those associated

with a service line, a regulator and a meter, recurring meter

reading expenses, and administrative costs of servicing the

account.”

Beside Uncollectible, another cost that is given the “customer” label but
clearly does not fit the NARUC description of an appropriate cost to be collected
through this monthly charge is distribution mains. LG&E has included it its
calculation of the charge level and it should not be included. In the version of the
LG&E gas Cost of Service Study supplied electronically on CD, in the worksheet
titied “Unbundled Costs,” Mr. Seelye calculates the monthly customer charge
without including the distribution mains. This is done under what he calls “Direct
Customer Costs.” This calculation still includes Account 904 expenses, which are
more appropriately collected in the commodity charge.

I have made a similar calculation in Exhibit DHBK-3. The “Customer
Charge Calculation” sheet is similar to Mr. Seelye’s Direct Customer Charge
calculations, except “Customer Accounts™ are exciuded. The Customer Accounts
costs are calculated separately as “Mixed Customer Costs” since it contains
Account 904 costs. These two are combined in Exhibit DHBK-4. In this exhibit,

Account 904 costs are removed from Customer Accounts costs, and the total

customer charge related costs are calculated. While there are probably other costs

» E ]
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Q17:

Al7:

Q18:

AlS8:

that should be removed from the customer charge because they vary with the
amount of commodity used, this calculation in Exhibit DHBK-4 gives the
Commission an apples-to-apples comparison using the same approach employed

by Mr. Seelye.

BASED ON YOUR CALCULATIONS, WHAT CUSTOMER CHARGE ARE
YOU RECOMMENDING?

My calculations show that with Mr. Seelye’s approach, a residential gas customer
charge of $9.00 per month can be justified based on the Cost of Service Study.
This would. amount to an increase of over 28%. Considering that this charge was
raised so significantly just four years ago, | am recommending that the principie
of gradualism be applied to this charge. Thus, I am recommending that the
Commission accept only half of the increase calculated, which is an increase to
$8.00 per month. This would still be a 14% increase, which is significantly

higher than the overall increase in this case.

DO YOU HAVE ANY OTHER RECOMMENDATIONS WITH RESPECT TO
THE GAS RATES PROPOSED BY LG&E?

Yes. One of the major objectives LG&E has identified in this case is to simplify
its rate structures. Part of this simplification is to get rid of old promotional rates
that cannot be justified based on cost of service. While LG&E has proposed
eliminating most of the old promotional rates, it has not proposed to eliminate the

Summer Gas A/C discount. This discount was put into place years ago to

e
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promote the use of gas during the summer when gas prices and gas demand were
both Jow. Much has changed since this rate was established. New summner loads
like peaking electric generators have reduced the differential between summer and
winter gas rates. Now that the commodity cost is collected separately, the base
rates no longer reflect cheaper summer pricing.

In information requests, LG&E was asked to provide calculations that
showed that this discount is still justified. LG&E could not produce such
calculations, and could not even provide any documentation as to how the level of
the discount is calculated. Like the other old promotional rates LG&E wishes to
eliminate, this promotional rate has outlived is usefulness. There are very few
customers on this rate, so the impact of its elimination will be minimal. I am
recommending that the Commission eliminate the Summer Gas A/C discount

rider at this time.

ELECTRIC COST OF SERVICE

Q19: IN THIS CASE, MR. SEELYE CLAIMS TO HAVE RELIED HEAVILY UPON

Al9:

THE LG&E ELECTRIC COST OF SERVICE STUDY IN MAKING
SIGNIFICANT CHANGES TO LG&E’S RATE STURCTURES. IS THERE
ANY PROBLEM WITH THE ELECTRIC COST OF SERVICE STUDY
PROPOSED BY LG&E?

When I reviewed the LG&E electric Cost of Service Study, I found a pumber of

problems that need to be corrected before it should be used. This study is

e
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Q20:

A20:

Q21:

presented in Seelye Exhibits 18 and 19. There are a number of minor problems,
such as the selection of a incorrect allocator, and one major problem. All of these

problems need to be corrected.

YOU REFERRED TO ONE MAJOR PROBLEM. PLEASE DESCRIBE THIS
PROBLEM.

I have serious concerns about the methodology used by LG&E to allocate
production and transmission costs. Mr. Seelye used a modified version of the
Base-Intermediate-Peak, or BIP, method. Since the LG&E and KU systems are
jointly planned and dispatched, Mr. Seelye developed his allocator based on the
combined system.

In KU’s last rate case, it used a Probability of Dispatch, or POD, method
to allocate production costs. In LG&E’s last rate case, it used the modified BIP
method. Both of these methods are time-differentiated, which the Commission
has said it prefers. Both of these methods were judged acceptai)le in their
respective cases. While both were available to Mr. Seelye, he chose to use the
BIP method for the combined system. In an information response, Mr. Seelye
stated that both methods produce similar results and the BIP method is easier to

calculate.

DO YOU AGREE WITH MR. SEELYE THAT BOTH METHODS PRODUCE

SIMILAR RESULTS?

» L ]
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A21:

Q22:

No. While it is true that both methods are time differentiated, the results are very
different, or at least there is a significant difference between the POD method and
LG&E’s modified version of the BIP method. A cursory review of the allocators

in LG&E and KU’s last rate cases shows this difference.

WHICH ALLOCATOR DO YOU BELIEVE IS MORE APPROPRIATE FOR
THE COMBINED LG&E/KU SYSTEM, AND WHY?
There have been a lot of changes in the LG&E and KU systems since each of
these Companies” last rate cases. The changes include the merger of these two
systems, and a change in both Companies” generation mix. At the time of each of
these Companies’s last rate case, its generation was made up almost entirely of
baseload units, with just a few very small peaking units. Since those rate cases, a
lot of new generation has been added to both systems, and it has all been peaking
capacity. The combined system now has a good balance of base and peaking
units. The system is so well-balanced that the Companies are ﬁow looking at
adding both base and peaking units in the near future. |

Base and peaking units have very different characteristics. Base units are
expensive to build but have low operating costs. By contrast, peaking units are
relatively inexpensive to build, but have high operating costs. The operation of
these plants is also very different. A peaking unit can go from a cold start to
being on-line in as little as 15 minutes. By contrast, base units take as much as 16
hours to bring on-line from a cold start. Peaking units tend to be smaller in size

than base units. The output from a peaking unit is usually all or nothing, where a
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base unit can be ramped down and run at just a fraction of its full output during
low load hours. The modified BIP method cannot capture these differences. This
weakness in the modified BIP method was not as much of a problem when almost
all of the generating capacity was base load and operated alike, but the specifics
of the genetation mix of the current system cannot be captured by the simple
modified BIP method.

The modified BIP allocation method employed by LG&E in this case is a
crude tool that relies on just three inputs, summer peak, winter peak and the
system minimum load. Being so simple, the modified BIP method cannot
determine whether peaking units are just being used during peak period. It also
cannot distinguish whether just a few large units are being used at full output to
meet minimum loads or whether many units at reduced output are being used to
meet minimum system loads.

To illustrate this problem, I have prepared a detailed examination of the
three hours used at the three starting points in LG&E’s modified BIP analysis. In
Exhibit DHBK-4, I have listed the units that were actually used to meet the test
year minimurmn load hour (May 23, 2003, hour ending 2:00 a.m.), the winter peak
hour (January, 23, 2003, hour ending 8:00 p.m.) and the summer peak hour
(August 27, 2003, hour ending 2:00 p.m.). Each unit that was actually dispatched
during a given hour was multiplied by the seasonal capacity rating of the unit.
This analysis of the actual units dispatched shows that units with a capacity rating
of 3,109 MW were dispatched to meet the minimum load of 2,147 MW. The

modified BIP method fails to recognize how units are actually operated, based on
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Q23:

A23:

start-up time and reduced loading capabilities. Because of these actual system
dispatch conditions, the modified BIP method underestimated the capacity used to
meet the minimum load by almost 1,000 MW. Had the figures of actual
generating capacity needed during these three data point hours been used, the
modified BIP method would have allocated over half of the generation to the base
period instead of about one-third as used in the Cost of Service Study (Seelye
Exhibit 17). -

LG&E’s modified BIP method is also problematic because of how it has
been modified. In the NARUC Electric Utility Cost AHocation Manual, the
explanation of the BIP method states:

“The BIP method is a time-differentiated method that

assigns production plant costs to three rating periods: (1)

peak hours, (2) secondary peak (intermediate, or shoulder

hours) and (3) base loading hours. This method is based on

the concept that specific utility system generation resources

can be assigned in the cost of service analysis as serving

different components of load; i.e., the base, intermediate

and peak load components. In the analysis, units are

ranked from lowest to highest operating costs. Those with

lower operating costs are assigned to all three periods,

those with intermediate running costs are assigned to the

intermediate and peaking periods, and those with the

highest operating costs are assigned to the peak rating

period only.”

HOW DOES LG&E’S MODIFIED BIP METHOD VARY FROM THE BIP
METHOD DESCRIBED IN THE NARUC MANUAL?

There are many differences. The NARUC description talks about three rating
periods, where the year is broken into base loading hours, intermediate peak

hours, and peak hours. This is what LG&E has done by identifying off-peak
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hours, winter peak hours, and summer peak hours. A major problem comes arises
because LG&E’s method assigns base period costs using the system minimum
load. The NARUC manual states that base load unit costs should be allocated to
all three periods. Using the system minimum load does not do this properly.

LG&E supplied data that showed the output of each generating unit during
each bour of the year. When the unit outputs are summed up for each hour, and
the hours are divided into the three costing periods, total generation output can be
analyzed. By averaging the total generation for the hours in the three periods,
generation use can be analyzed. This analysis shows that the average generation
during off-peak hours was 3,737 MW, the average for winter peak hours was
4,313 MW, and the average for summer peak hours was 5,248 MW. With an
average output of 3,737 MW in off-peak hours, the use by the modified BIP of
2,147 MW for the base period is obviously inadequate to assign costs to the base
period.

The NARUC description of the BIP method discusses assigning specific
utility system generating resources to the different components of the load based
on ranking generating units from lowest to highest costs to operate. The LG&E
BIP method never looks at specific generating units, never ranks the units, and
never assigns specific units to cost periods. It appears that the LG&E BIP method
starts correctly by defining the three rating periods, but then fails to follow any of
the other steps in this method. The result is that the LG&E BIP analysis does a

poor job of accurately assigning production costs to the three costing periods.
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Q24:

A24:

WOULD THE PROBABILITY OF DISPATCH (POD) METHOD
PREVIOUSLY USED BY KU DO A BETTER JOB OF ASSIGNING
PRODUCTION COSTS TO THESE THREE COSTING PERIODS?

Yes. The POD method is a very accurate way to assign production costs to the
three costing periods. The accuracy comes from examining exactly which units
were dispatched in each hour. Then, for each unit the urit’s cost is divided by the
total number of hours dispatched to get a cost per hour dispatched. Then, for each
hour the cost of the generation used during that hour can be totaied. When hours
are then segregated into the three costing periods, the costs of the generation
needed to serve that period can be totaled. From these totals, the production
allocators for the three periods can be calculated.

While this method is an extremely accurate method of allocating costs, its
drawback is the large volume of data needed and the large amount of analysis of
the data that is required. This method typically looks at three years of data to
remove any abnormalities of a given year, such as weather or plant outages. For
the LG&E/KU combined system with all the individual generation units, this
analysis requires the input of over one million pieces of data. This is compared to
the three data points used by LG&E in its modified BIP method. When the POD
method was last used by KU twenty years ago, working with and analyzing this
much data was an overwhelming task. But today, with modern personal
computers and advanced software, the required POD analysis has become a rather

simple exercise.
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Q25:

A25:

The data needed to calculate the POD allocator was supplied by LG&E in
a single EXCEL workbook containing four worksheets. This data was imported
into a Microsoft ACCESS database. Queries were set up to assign each hour the
proper costing period designation. Then data on each generating unit was queried
to determine how many hours it was dispatched during each of the costing
periods. A cost pei' hour was calculated for each unit, then multiplied by the
hours dispatched in each costing period. The costing period costs for each unit
were then summed to determine the total generation cost for each period. The
ratio of these totals is then used as the POD production allocator. A summary of
the calculation described is contained in Exhibit DHBK-6. These results show
that 54.7% of production costs are allocated to the off-peak period, as opposed to
33.6% using the LG&E modified BIP method. This is similar to the KU POD

results of twenty years ago when 55% of production costs were assigned to the

off-peak period.

CAN THIS SAME POD ALLOCATOR BE USED TO ALLOCATE THE
TRANSMISSION COSTS?

While LG&E used the same modified BIP results for both the production and
demand ailocations, it would not be appropriate for the POD method. Since the
POD method factors in the costs of each production plant, it would not be
appropriate for transmission costs. Instead, I queried the production data to
determine the MW loading during each hour. The MW loading for each hour of

the three costing periods and a ratio of that period’s loading to the total were used
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Q26:

A26:

to produce the transmission allocators. These calculations are contained in

Exhibit DHBK-7.

YOU HAVE DESCRIBED THE MAJOR PROBLEM WITH THE LG&E
STUDY AND HOW YOU CORRECTED THE PRODUCTION AND
TRANSMISSION ALLOCATORS. NOW PLEASE DESCRIBE THE MINOR
PROBLEMS YOU FOUND IN THE LG&E STUDY.

I found additional problems in the Functional Assignment Section (Seelye Exhibit
18) of the LG&E study, and five problems with the Cost Allocation Section
(Seelye Exhibit 19). With respect to the Functional Assignment, I have already
described the correction of two of the problems, the allocation of Production and
Transmission costs. The third problem involves how Purchase Power Demand
costs were assigned. LG&E assigned this entire demand cost to the Summer Peak
period. But review of the data found in LG&E’s Response to the Attorney
General’s First Information Request, Item 277, and LG&E’s Response to KIUC’s
First Information Request, Item 59, show that these demand charges were
associated with power from OVEC. This data also shows that power was
received from OVEC during every hour of the test year and that the demand
invoices were for capacity charges during the given month and not for any
specific hours. From this data, it is obvious that the demand charge applied to ali
hours, not just summer peak hours. To correct this error, I reassigned these
demand charges to all three costing periods in proportion to the number of hours

in those periods.
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Q27:

A2T:

The fourth problem involves the allocator used to assign Accounts 512,
513, and 514 costs. LG&E used anlenergy allocator to assign these costs in the
labor section, but used a production demand allocator to assign these same
account costs in the O&M section. I consulted the NARUC Manual to determine
that the proper allocator was the energy allocator. As such, I have corrected the
allocators used for these accounts in the O&M section.

Finally, there is an error in the allocator used to assign “Materials and
Supplies” costs in Working Capital LG&E used a production demand allocator.
But these are the cost of storing fuel and reactant, which are energy-related costs.

I have corrected this problem by assigning these costs with the energy allocator.

WHAT ARE THE FIVE CORRECTIONS THAT NEED TO BE MADE TO
THE COST ALLOCATION SECTION OF THE STUDY? |
The first problem is with the allocator used for Brokered Sales. LG&E allocated
these costs using the energy allocator, but the item has nothing to do with the
energy used by customers on the system. Instead, it is a function of the system
operation and dispatch, which was allocated with a production demand allocator.
To correct this problem, I have changed the allocator used for Brokered Sales at
the three places where revenues and expenses are added and removed, to the
production demand allocator, “PLPPT.”

The second problem is where Off-System ECR Revenues are removed in

the revenue adjustments. Off-system sales are allocated to the classes using the
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“OSSALL” allocator. To be consistent, these revenues should be removed with
the same “OSSALL” allocator, mstead of the “PLPPT” allocator that was used.

A third problem is the allocation in the expense adjustments of the
Adjustment for Merger Savings and the Adjustment fof Merger Amortization
Expenses. These two expense adjustments were allocated using a total labor
allocator where the parallel adjustment to revenues were allocated using the
revenue allocator R0O1. To be consistent, the customers who received the benefits
should be the same ones who pay the associated costs. To reconcile these
inconsistencies, I have changed the allocators so both revenues and associated
expenses are all allocated with the RO1 allocator.

There is a similar problem of mismatching with respect to the VDT. The
expense Adjustment for VDT Net Savings to Shareholders was aliocated using a
total labor allocator, yet everywhere else that there are revenues or expenses
associated with VDT, it is alocated with “VDTREV.” To ﬁ:ake this consistent, I
have changed this one allocator so all VDT associated entries afe allocated with
the same “VDTREV™ allocator.

Finally, I believe that the wrong allocator was selected to allocate
Intercompany Sales. Like Off-System Sales, this is a production capacity related
profit that must be corrected for the energy used to generate this electricity.
Instead, LG&E used the energy allocator, which is clearly incorrect. To more
accurately allocate this revenue, I have used the “OSSALL?” allocator due to the

similarity to off-system sales.
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Q28:

A28:

YOU HAVE DESCRIBED TEN CORRECTIONS THAT ARE NECESSARY
FOR THE COST OF SERVICE STUDY FILED IN THIS CASE. HAVE YOU
MADE THESE CHANGES TO THE STUDY FILED?

Yes. In Exhibit DHBK-8 I have corrected the Functional Assignment section of
the study, and in Exhibit DHBK-9 I have corrected the Cost Aliocation section.

Below I have compared the results of my corrected study with the results from the

LG&E study:
AG

LG&E Corrected
Class Study Study
R 1.51% 2.37%
GS 8.55% 8.26%
LC Pri 1.00% 1.00%
LC Sec 6.66% 6.22%
LC-TOD Pri 5.92% 4.64%
LC-TOD Sec 5.95% 5.60%
LP Pri 5.48% 4.21%
LP Sec 8.26% 6.63%
LP-TOD Tran 5.38% 3.42%
LP-TOD Pri 3.7%% 2.50%
LP-TOD Sec 6.58% 5.58%
Special Contract 5.33% 2.713%
TOTAL 4.06% 4.06%

When the corrections I have described are made to the Study, the
differences in returns between the classes are reduced. For the most part, the

differences in returns between the customer over-earning and those under-earning

are not very great.
It should be noted that while Exhibits DHBX-8 and DHBK-9 use the rate

increase proposed by LG&E as its basis, this does not mean that I am endorsing
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Q29:

A29:

Q30:

A30:;

any or all of the revenue or expense adjustments proposed by LG&E. Exhibits
DHBK-8 and DHBK-9 use the LG&E proposed adjustments in order to give the
Commission an apples-to-apples comparison, so differences in the proposed Cost
of Service Studies can be explored. The Commission should then use the
information from the Cost of Service Study and apply it to whatever overall rate

increase or decrease is ultimately accepted.

ARE YOU PROPOSING AN ALTERNATIVE ALLOCATION OF RATE
INCREASES FOR THE CLASSES?

No. The percentage increases proposed by LG&E are about the same for the
different classes. This revised study shows that there is good reason for parity
among the classes with respect to the size of increase. Based on the cotrected
study results, I would recommend that the five classes that are under-earning be
held to an increase that does not exceed 1% over the overall increase, as LG&E

has proposed for the residential class.

IN THIS FILING, LG&E HAS PROPOSED TO MAKE MAJOR CHANGES IN
ITS RATE DESIGN. BASED ON THE RESULTS OF YOUR CdST OF
SERVICE STUDY, DO YOU BELHEVE THAT THESE CHANGES ARE
JUSTIFIED?

Some of the proposed changes are consistent with the Cost of Service results,

while other run counter to them. 1t is difficult to answer this question until
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expenses are broken down into type. 1have broken all expenses down into the
following components for each rate class:

Summer Peak Period Demand

Winter Peak Period Demand

Off-Peak Period Demand
Non-Time-Differentiated Demand

Energy

Customer Charge Costs
Other Customer Costs
Mixed Customer Costs

These cost breakdowns are done in Exhibit DHBK-10. The costs from
these different categories are summarized for each class in Exhibit DHBK-11.
The costs summarized in this exhibit can now be used for rate design based on
Cost of Service costs.

The first step is to calculate the monthly customer charges. As was
described in detail in the gas section of this testimony, I have included what Mr.
Seelye has titled as “Direct Customer Cost™ and have not included the distribution
line costs, which are inappropriate for inclusion in the Monﬂlly customer charge.
I have also excluded Account 904, Uncollectibles, from thls charge. The results
of these calculations can be found in Exhibit DHBK-12. While I realize that it
has been some time since these charges were revised, it is also important to limit
increases to a reasonable level. Relying on the Commission’s principle of
gradualism, I am recommending that no monthly electric customer charge be
raised more than 100%. For classes where the increase justified on the Cost of

Service Study results is less than 100%, the calculated Cost of Service amount is

proposed. A comparison of the current charge, the charge proposed by LG&E,
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Q31:

and my proposed rate is also included in Exhibit DHBK-12. The Commission
needs to also keep in mind that high monthly customer charges send the wrong
pricing signal to customers and encourage the waste of energy. Keeping customer

charges low can be considered a no-cost energy conservation program.

WHAT ARE THE OTHER RATES THAT ARE JUSTIFIED BASED ON THE
COST OF SERVICE RESULTS?

Rates based on calculated demand and energy component costs are calculated in
Exhibit DHBK-13. When actual costs from the Cost of Service Study are
combined with billing determinants, the appropriate rate design becomes evident.
Some of the results may be a little surprising. For example, for the Residential
and all TOD classes, costs on a per energy unit basis are slightly higher in the
winter, instead of in the summer as these customers are now charged. For these
classes, Seasonal rates are not justified, and thus these customers should be
charged the same rate year-round. A comparison of my proposéd rates, based on
cost of service resulis, and the LG&E proposed rates, can be found in Exhibit
DHBK-14. These results also show that the energy rate being proposed by LG&E
for all demand metered customers is too low, and thus doesn’t capture all of these
costs. Another interesting result is that LG&E has failed to allocate enough of the
costs to the Basic Demand for TOD customers, and as a result proposes to

overcharge summer and winter demand rates.
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Q32:

A32:

Q33:

A33:

BOTH YOU AND MR. SEELYE CLAIM THAT YOUR PROPOSED RATE
STRUCTURES ARE BASED ON THE RESULTS OF THE COST OF
SERVICE STUDY, HOWEVER THE RESULTING RATES ARE SO
DIFFERENT. HOW IS THIS POSSIBLE?

I can only speak for myself and show a direct connection between the cost in the
Cost of Service Study and the calculation of the proposed rates. Mr. Seeyle was
asked in Data Requests for the similar connecting links, but he failed to produce
any.! Before the Commission accepts any of the rate design proposed by LG&E,

it had better be sure what the rate design is actually based upon.

IN THIS CASE, THE COMPANY HAS PROPOSED MANY RATE
STRUCTURE CHANGES TO END OLD PROMOTIONAL RATES,
SIMPLIFY THE STRUCTURE AND MAKE THE RATES MORE
CONSISTENT WITH KU RATES. WHAT IS YOUR OPINION OF THE
PROPOSED CHANGES? |

In general, I believe that most of the proposed changes are positive and
progressive steps. There are, though, two proposed charges that I find
troublesome and that the Commission should reject. The first is the attempt to
synchronize the LG&E and KU General Service tariffs. Currently, LG&E limits
customer size to 200 KW, and KU limits customer size to 5,000 KW. The LG&E

proposal is to set the upper limit for both Companies at 200 KW, the current

! See LG&E’s Response to the Attorney General’s Information Requests AG 1-263, AG 1-275, AG 1-305,
AG 2-14, AG 2-21, and AG 2-26.
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Q34:

A34:

LG&E limit. 1 believe that this would be a mistake. The GS class is a haven for
low load factor customers. The higher rates charged in this class is a testament to
that fact. Setting the combined Company limit so low will remove this valuable

option from many customers.

WOULDN'T IT MAKE SENSE TO GET LARGER CUSTOMERS ON TO A
DEMANb METERED RATE, TO FORCE THEM TO IMPROVE THEIR
LOAD FACTORS?

'The problem with this question is the assumption that low load factor customers
could improve their load factor by simply giving them some demand pricing
signals. A utility audit I conducted recently for a manufacturing company shows
the problem with this line of reasoning. This company had three production
facilities with two on a GS tariff, and one on a demand tariff. The one on the
demand tariff was causing them significant cost problems, partly due to their low
load factor. My analysis showed that there was absolutely no @y to improve
their load factor. They arrived in the morning, turned the equipment on, and the
load was constant the entire day. The problem was, from a load factor
perspective, that they only ran one shift and did not work weekends. Their load
factor could never exceed 25%, not because of the way energy was used, but
because they only worked one shift, five days a week. They could only improve
their load factor by going to a second shift, which could never be justified for this
company. Demand pricing signals will not help this type of customer, but only

penalize them. The GS tariff needs to be a fall back option for as many customers
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Q35:

as possible. Thus, I am proposing that in synchronizing this tariff with KU, the
KU upper limit of 5,000 KW be k@t and applied to the LG&E GS tariff.

My other concern also applies to the GS tariff. LG&E is proposing to
elirninate the Space Heating Rider. While I concur with this proposal, I am
opposed to one part of the implementation. When LG&E consolidates this rider
with the regular GS tariff, it proposes to charge this customer on a single rate two
customer charges, because two meters are present. This makes no sense for a
number of reasons. First, it was LG&E’s initiative to consolidate the tariffs, not
an action taken by the customer. Therefore, the customer will receive higher costs
because this discount tariff is being eliminated. Adding even more to their costs is
the fact that they will have two monthly customer charges. On top of that, the
current space heating rider meter charge is only $2.27 per month, but LG&E
wants to raise this to $18.00 per month. Finally, there are a lot of other costs in
the monthly customer charge bevond the cost of the meter. A second meter
charge would force these customer to pay for the same service$ twice. I urge the
Commission to be fair with these customers and only charge them one monthly

customer charge on this combined service.

DO YOU HAVE ANY RECOMMENDATIONS WITH RESPECT TO LG&E’S
PROPOSED INCREASES IN VARIOUS MISCELLANEQUS CHARGES?
Yes. LG&E proposes to increase the disconnect/reconnect charge from $18.50 to
$23.00. This follows a large increase in this fee just four years ago. At that time

the Commission said the increase was necessary since the cost of this service had
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1 increased so much for LG&E. At that time, LG&E said itscost was $23.00.
2 Today, LG&E also says the cost of this work is $23.00. Thus in the last four
3 years, the cost of providing this service has not increased for LG&E. Ifthe
4 Commission felt that $18.50 was adequate at that time, then it should still be
5 adequate today since this cost has not risen for LG&E. The Commission needs to
6 keep in mind that the higher the reconnection feeé, the greater the deterrent to
7 quick reconnection. Living in a household without utilities can be very hard on a
8 family. I am proposing that the Commission leave this fee unchanged, since the
9 cost to LG&E has not increased, and the fee places such a burden oa poor

10 families. Now that LG&E is disconnecting so many more households, it is

11 important that this fee not be increased.

12 LG&E has also proposed large increases in a Meter Testing fee and a

13 Third Trip Inspection fee. In the past LG&E has not charged for meter tests, but
14 now it is proposing a new $69.00 fee. The increase in the Third Trip Inspection
15 fee is even more dramatic, from $5.00 to $135.00. While theré may be a

16 justification for charging these fees, the steep rise is tough to justify. I would urge
17 the Commission to apply the principle of gradualism to these fees and only raise
18 them in this case by half of the amount requested. A summary of my

19 Miscellaneous Charge proposals can be found in Exhibit DHBK-15, along with
20 comparison to the current fees charged and those proposed by LG&E.

21

22 Q36: DOES THIS CONCLUDE YOUR TESTIMONY?

23 A36: Yesitdoes.
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testimony are true and correct to the best of my knowledge, information, and belief.

Dated this &Zy day of March, 2004.

@%ﬁ%

David H. Brown Kinloth
Affirmed to and subscribed
of March, 2004.
NOtary Public ;{/ATr!ERINE O'NEILL, Notary Pubiic
Jetterson Sounty, Siate at! j'-‘a:;?;()m

My Commission Expires: Wy Commission Expires




Exhibit DHBK -1

Gas Cost of Service Study

Allocation of Costs to Customers
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Exhibit DHBK — 2

Gas Rate Case

Comparison of Proposed Rate Increases
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Exhibit DHBK -3

Gas Cost of Service Study

Division of Customer Costs by Types
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Exhibit DHBK - 4

Gas Cost of Service Study

Customer Charge Caiculation
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Exhibit DHBK -5

Electric Cost of Service Study

BIP Method Using Actual Unit Data



Exhibit DHBK - 5

Page 1 of 1
BASE-INTERMEDIATE-PEAK DEMAND ALLOCATOR
1 !
BASED ON UNIT MW CAPACITIES
BASE INTERMEDIATE PEAK
Minimum Load | Winter Psak | Summer Peak
056/23/03 01/23/03 08/27/03
Hour Ending Hour Ends Hour Ending BASE INTERMEDIATE PEAK
2:00 20:00 14:00 Unit Unit Minimum Load Winter Peak Summer Peak
Untts Units Units Winter Summer Unit Unit Unit
UNIT Dispatched Dispatched Dispatched MW MW MW MW MW
BR1 1 1 1 97 104 57 97 104
BR10 0 1 0 132 130 ] 132 o}
BR11 0 1 0 132 130 0 132 0f
BR2 1 1 1 167 168 167 167 168}
BR3 1 1 1 433 429 433 433 429]
BR5 0 1 0 137 134 0 137 0l
BR6 0 0 1 168 154 0 0 154
BR7 0 1 1 168 154 0 168 154
BR3 0 1 0 132 130 0 132 0
BR9 0 1 [+] 132 130 0 132 V]
c1 0 ] 0 14 14 0 0 [¥]
C4 1 1 1 155 158 155 155 155
c5 0 1 1 168 168 0 168 168
C6 0 1 1 240 240 0 240 240
B123 0 1 0 24 24 1] 24 0}
FALL 0 1 1 32 48 0 32 48{
GH1 1 1 1 502 509 502 502 509
GH2 1 1 1 492 494 482 492 434
GH3 0 1 1 490 496 0 450 496
GH4 1 1 1 482 467 482 482 467
GR12 0 1 0 44 44 0 44 0
GR3 0 0 1 71 68 0 0 68
GR4 o 1 0 107 100 0 107 0
H123 V] 0 0 36 36 0 0 0
M1 1 1 1 309 308 309 309 308
[m2 0 0 1 308 306 0 o 306
M3 0 1 1 297 391 0 397 391
M4 1 1 1 492 480 492 492 480}
P11 0 0 0 13 12 0 0 0]
P12 0 0 0 28 23 0 0 0l
P13 0 0 1 175 158 0 0 158
PINE 0 0 0 0 0 0 0 0
T4 0 1 1 515 515 0 515 515
T5 0 0 1 174 1585 0 0 155
T6 0 0 1 174 155 0 0 155
TY12 0 0 0 63 58 0 0 0
TY3 0 1 1 72 71 0 72 71
W7 0 0 0 13 11 0 0 0
W8 0 0 0 13 11 0 0 0j
ZN 0 0 0 16 14 0 0 1|
7,317 7,194 3,129 6,051 6,193
Base Intermediate Peak |
BIP Allocators 50.5248% 33.8745% 15.6007%




Exhibit DHBK -6

Electric Cost of Service Study

Calculation of POD Allocators



Exhibit DHBK - 6

Page 1of 2
PROBABILITY OF DIST’A'I'EH DE!MAND ALLOCATOR
] | l
HOURS OF UNIT DISPATCH PER COSTING PERIODS

2003 2003 2003 2002 2002 2002 2001 2001 2001
Winter Summer Winter Summer Winter Summer

Off-Peak Peak Peak Off-Peak Peak Peak Off-Peak Peak Peak
Dispatch | Dispatch | Dispatch Dispatch | Dispatch | Dispatch Dispatch | Dispatch | Dispatch

UNIT Hours Hours Hours Hours Hours Hours Hours Hours Hours
BR1 4,834 2222 923 4,968 2,216 946 4,883 2,294 907
BR10 23 57 3 68 67 225 84 110 129
BR11 11 40 10 43 50 140 39 86 84
BR2 4624 1,975 924 4,262 1,792 934 3,890 1,947 597
BR3 4,640 2,067 835 4,392 1,816 904 4,586 2,019 923
BR5 7 30 8 204 316 396 144 143 430
"|BR6 29 87 90 237 233 481 8 54 30
BR7 25 43 94 145 314 305 154 135 247
BR8 33 72 10 152 127 311 152 309 264
BR9 24 42 2 86 89 263 97 188 203
C11 3 2 (Y] 0 12 3 0 17 22
C4 4 640 2279 830 4,883 2,279 933 4,433 2,191 861
C5 4,454 2,047 926 4,548 2,173 896 4,314 1,774 913
C6 4,721 2,131 888 2,829 2,290 37 4,312 2,006 B93
D123 2,502 1,694 554 1,858 1,592 30 830 739 0
FALL 3,468 1,391 738 3,847 1,607 825 4,952 2,223 913
GH1 4,818 2,099 935 4,384 1,983 835 4,880 2,169 914
GH2 4,849 2,268 935 4,512 2,225 808 4,607 2,135 946
GH3 3,788 1,655 871 4,984 2,217 936 4,819 2,137 937
GH4 4 636 1,985 957 3,659 1,378 895 5,020 2,409 913
GR12 911 591 0 1,340 168 498 1,316 655 313
GR3 3,113 1,597 569 2,497 1,075 604 3,999 2,024 790
GR4 2,885 1,179 620 3,875 1,940 858 4,093 2,087 883
H123 0 0 0 0 0 6 1 0 7
M1 4,664 2,198 931 4,329 1,912 892 4,396 2,062 841
M2 4,180 1,784 932 4,686 2,149 867 4412 1,909 939
M3 4,748 2,212 957 4273 1,904 869 4,769 2,293 899
M4 4,359 1,984 829 4,292 2,044 873 3.868 1,565 906
P11 0 5 0 0 0 0 1 2 18
P12 0 0 0 0 0 8 0 2 16
P13 43 82 155 197 162 536 74 41 338
PINE 0 0 0 1 0 0 2,061 1,516 702
T 4,684 2,026 936 4,724 2,384 797 4,377 1,855 891
15 62 a0 232 228 85 524 0 0 0
T 48 81 180 190 59 544 0 0 0
TY12 359 0 0 362 0 0 266 0 14
TY3 3,289 1,418 818 3,341 1,516 853 3,506 1,667 792
W7 0 0 0 1] 3 1 1 5 2
W8 0 0 0 0 2 2 1] 3 5
ZN 1 0 4 0 2 5 3 5 20




Exhibit DHBK ~ 6

Page 2of 2
PROBABILITY OF DISPATCH DETIAND ALLlC?CATOR
I |
CALCULATION OF UNIT COST BY COSTING PERIOD
Total Total Total Winter Summer
Winter Summer Plant Off-Peak Peak Peak
Off-Peak Peak Peak Total Plant Per Hour Plant Plant Plant
Dispatch | Dispatch | Dispatch ; Dispatch Cost Cost Cost Cost Cost
UNIT Hours Hours Hours Hours $ 3 3 $ $
BR1 14,685 6,732 2776 24193 45,247 316 1,870 27464 838] 12590623] 5,191,855
BR10 175 234 357 766 27.720,786| 365,189 6,333,078| 8468,230| 12,819,479
BR11 93 176 234 503 42 757,087 85,004 7,905,386| 14,960,730 19,890,971
BR2 12,776 5714 2455 20,945 38,238,854 1,826 23,324,879 10431,932| 4482043
BR3 13,618 5,902 2,762] 22282 116,091,020 5210 70,950,880 30,749,897 14,390,243
BR5 355 489 834 1,678 44 4072811 26,464 9.364,866] 12,941,097| 22,071,318
BR6 274 374 601 1,249 60,676 456| 48,580 13,310,928 18,168,931 29,196,597
BR7 324 492 646 1,462 62,080,069 42,462 13,757,827 20,891,514] 27,430,728
BR8 337 508 585 1,430 27,638,671 19328 6,513,449 9818493 11,306,729
BR9 207 317 468 992 36,697,794 36994 7.657,705| 11,727,0171 17,313,072
C11 3 31 25 58 2,798,451, 47,431 142204 1,470,373 1,185,784
C4 13,956 6,749 26247 23,329 62,890,756 2,696 37,622,847] 18,194,081] 7,073,828
C5 13,316 5,994 2,735] 22,045 73,583,952 3,338 44 447 444 20,007,358 9,129,150
C6 11,862 6,427 1,818 20,107 122,310,986 6,083 72,156,608 39,095475| 11,058,903
D123 5,180 4,025 584 9,799 9,914 306 1,012 5251071, 4,072,363 580,872
FALL 12,367 5,221 2476 20,064 9,727,502 485 5995814 2531264 1,200423
GH1 14,092 6,251 2,684 23,027 138,894,035 6,032 84,999989| 37,704,721 16,189,325
GH2 13,968 6,628 2689 23285 144,169,085 6,192 86,482,882 41,037,267| 16,648,946
GH3 13,591 6,009 2744 22344 276892827 12,392 168,423,300| 74,465,136 34,004,382
GH4 13,315 5772 2,765 21,852 271,961,803| 12,446 165,713,500| 71,836,149 34,412,154
GR12 3,567 1,414 811 5,792 20,081,091 3,467 12,366,929 4,902,393, 2,811,769
GR3 9,609 4,696 1,963| 16,268 16,872,163 1,037 §,065,860| 4,87040%1| 2,035,902
GR4 10,853 5,206 2361, 18420 35,240,942 1,913 20,763,841 9,960,062] 4,517,039
H123 1 0 13 14 5,296,000] 378,286 378,286 0| 4,917,714
M1 13,389 6,172 2664 22225 130,303,144 5,863 78,498,483 36,185,872| 15,618,789
M2 13,288 5842 2,738 21,868 113,759,971 5,202 69,125,777 30,380,788! 14,243,406
M3 13,790 6,409 2,725 22,924 186,055,701 8,116 111,822,357 52,018,707 22,116,637
M4 12,519 5,683 2,608 20,710 407,760,754, 19,689 246,487 536| 109,924,109 51,349,109
P11 1 7 18 26 1,800,462| 69,249 69,249 484 740 1,246,474
P12 0 2 24 26 3,162,286| 121,626 0 243,253| 2,919,033
P13 314 285 1,029 1,628 63,802,328| 39,246 12.323,213| 11,185,082 40,384,033
PINE 2,062 1,516 702 4280 226,833 53 409,283 80,346 37,205
T1 13,785 6,265 2624 22674 6582 427 453 258687 354,005,547( 160,929,170 67,402,736
T5 290 165 756 1,201 55,014,995 45,808 13,284,220| 7,100,187 34,630,588
T6 238 140 724 1,102 54 086,100| 49,897 11,875,401| 6,985,530] 36,125,169
TY12 987 0 14 1,001 6,638,170 6,633 6,546,314 0 92,856
TY3 10,138 4601 2463 17,200 18,792,326 1,083 11,074,361 5,026,947, 2,691,017
W7 1 8 3 12 2,080,138: 173,345 473,345 1,386,759 520,035
w8 0 5 7 12 2,080,138; 173,345 0 866,724 1,213,414
ZN 4 7 29 40 1,889,960| 47,239 188,956 330,673 1,369,831
3,323,060,602 1,817,098,554| 904,032,390! 601,929,658
Winter Summer
Off-Peak Peak Peak
Allocators 546815%| 27.2048%| 18.1137%




Exhibit DHBK — 7

Electric Cost of Service Study

Calculation of Transmi'ssion Allocators



Exhibit DHBK - 7

Page 1of 1
CALCULATION OF TRANSMISSION DEMAND ALLOCATOR
BASED ON MEGAWATT-HOURS OF USE DURING EACH COSTING PERIOD
Off-Peak Winter Peak Summer Peak Total

Year MW-hrs MW-hrs © MW-hrs MW-hrs

2003 20,165,247 10,852,348 5,022,232 36,039,827

2002 19,976,868 10,756,333 4,974,552 35,709,753

2001 20,645,216 10,729,667 4,972,776 36,347,659
TOTAL 60,789,331 32,338,348 14,969,560 108,097,239

ALLOCATOR 56.2358% 29.9160% 13.8482% 100.0000%



Exhibit DHBK -8

Electric Cost of Service Study

Functional Assignment, Time
Differentiation and Classification
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Exhibit DHBK -9

Electric Cost of Service Study

Allocation of Costs to Customers
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Exhibit DHBK - 10

Electric Cost of Service Study

Division of Costs by Types
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Exhibit DHBK—-11

Electric Cost of Service Study

Summary of Cost Categories
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Exhibit DHBK - 12

Electric Cost of Service Study

Customer Charge Calculations
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Exhibit DHBK — 14

Electric Cost of Service Study

Summary of Proposed Rates



Exhibit DHBK - 14

OFFICE OF ATTORNEY GENERAL Page 1 of 1
CALCULATION OF PROPOSED ELECTRIC RATE INCREASE

ATTORNEY GENERAL PROPOSED RATE DESIGN

BASE ON LG&E PROPOSED RATE INCREASES
Customer Summer Winter Basic Summer Winter

Rate Charge Energy Rate Energy Rate Demand Demand Demand
Class $/month $/kWh $/kWh $/KW-mo. $/KW-mo. $/KW-mo.
Residential 3 424 $ 0.08019 $ 0.06019

GS - 1 Phase $ 784 $ 007228 $ 0.06415

GS - 3 Phase $ 1142 $ 007228 $ 0.06415

LC - Primary $ 3448 $ 002600 $ 0.02600 $ 1055 3% 9.70
LC - Secondary $ 3448 $ 0.02600 $ 0.02600 $ 1190 $ 1099
LC-TOD - Primary $ 3854 $ 002600 § 0.02600 $ 519 § 468 $ 468
LC-TOD - Secondary $ 3854 $ 002600 $ 0.02600 $ 633 $ 468 $ 4,68
LP - Primary $ 8528 3 002600 $ 0.02600 $ 1050 3 8.35
LP - Secondary $ 8528 $ 002600 $ 0.02600 3 11.20 § 9.81
LP-TOD -Transmission| $ 8928 § 002600 $ 0.02600 $ 484 % 217 § 217
LP-TOD - Primary $ 8928 $ 002600 $ 0.02800 % 583 % 247 % 2.17
LP-TOD - Secondary $ 89.28 $ 0.02600 $ 002600 $ 789 % 217 % 217
LG&E PROPOSED RATE DESIGN

Customer Summer Winter Basic Summer Winter

Rate Charge Energy Rate Energy Rate Demand Demand Demand
Class $/month $/kWh $/KWh $/KW-mo. $/KW-mo. $/KW-mo.
Residential $ 900 $ 0068327 $ 0.04953

GS - 1 Phase $ 1800 $ 0068168 $ 0.06063

GS - 3 Phase $ 2200 $ 0.08816 $ 0.06063

LC - Primary $ 6500 § 0.02400 $ 0.02400 $ 1259 3% 9.88
LC - Secondary $ 6500 $ 002400 $ 0.02400 $ 1369 § 10.96
LC-TOD - Primary $ 9000 $ 002400 $ 002400 % 212 $ 1047 $ 7.74
LC-TOD - Secondary $ 9000 $ 0.02400 $ 0.02400 $ 322 3 1047 % 7.74
LP - Primary $ 9000 $ 002000 $ 0.02000 $ 1317 % 1063
LP - Secondary $ 9000 $ 0.02000 $ 0.02000 $ 1427 3% 11.73
LP-TOD - Transmission| $ 120.00 $ 0.02000 $ 0.02000 $ 233 § 965 § 7.1
LP-TCD - Primary $ 12000 $ 0.02000 % 002000 3% 352 % 965 % 7.11
LP-TOD - Secondary $ 12000 $ 002000 $ 0.02000 $ 462 $ 965 $ 7.11




Exhibit DHBK — 15

Miscellaneous Charges



LG&E Miscellaneous Charge

ELECTRIC
Disconnect/Reconnect During Test-Year
Disconnect/Reconnect Charge
Total

increase Disconnect/Reconnect

Electric Meter Test During Test-Year
Electric Meter Test Charge
Total

Increase Electric Meter Test

TOTAL ELECTRIC MISCELLANEQUS CHARGE INCREASE

GAS
Disconnect/Reconnect During Test-Year
Disconnect/Reconnect Charge
Total

increase Disconnect/Reconnect

Gas Meter Test During Test-Year
Gas Meter Test Charge
Total

Increase Gas Meter Test

Third Trip Inspections During Test-Year
Thried Trip inspection Charge
Total

increase Third Trip Inspection

Current

29,343
$18.50

$542,845.50

41
$0.00
$0.00

2,668
$18.50

$49,358.00

456
$0.00
$0.00

621

$5.00
$3,105.00

TOTAL GAS MISCELLANEOUS CHARGE INCREASE

LG&E
Proposed
28,343
$23.00
$674,889.00
$132,043.50

M
$31.40
$1,287.40

$1,287.40

$133,330.90.

2,668
$23.00
$61,364.00

$12,006.00

$69.00
$31,464.00

$31,464.00

621
$135.00
$83,835.00

$80,730.00

$124,200.00

Exhibit DHBK - 15

AG
Proposed
29,343
$18.50
$542,845.50

$0.00

41
$15.70
$643.70
$643.70
$643.70

2,668
$18.50
$49,358.00
$0.00

458
$34.50
$15,732.00

$15,732.00

621

$67.50
$41,917.50
$38,812.50

$54,544.50

Page 1of 1



